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Executive Summary

In the Chapter 305 of the Acts of 2008, the legislature estab-
lished a Special Commission on the Health Care Payment
System and MHA’s President, Lynn Nicholas, was a member
of that Commission. This past summer, the Commission
issued its recommendations and now the legislature and the
Administration will step forward to consider those recommen-
dations. The Commission recommendations set out a concep-
tual model for a new healthcare system based on a global
payment model —a very ambitious set of reccommendations
that would fundamentally change the way that healthcare
isorganized and paid for in Massachusetts. But many key
questions were left unanswered.

Given its size, complexity, and importance to the state’s econo-
my and health, itis not an exaggeration to describe transform-
ing healthcare asa monumental challenge. Butitis a challenge
that must be embraced and one that can lead to a better health-
care system for those who receive, provide and pay for care. In
fact, there is much significant change that is already underway
in healthcare, aimed at improving quality, accountability,
transparency, efficiency, and affordability. Understanding what
isalready changing, which changes are succeeding and which
are not, and how to build on those successes is obviously
essential if we are to achieve real and lasting transformational
change. Itis a challenge even more daunting than achieving
near universal coverage. But it can be done by working care-
fully, creatively, and collaboratively —this is a way of achieving
reform that has worked for Massachusetts before.

Atits core, the Commission’s recommendations envision a
more efficient, coordinated and collaborative delivery system
thatis supported by a fair and affordable payment system.
Thatisa vision that MHA and its member hospitals share. But
how to achieve that vision is the challenge before us.

With that objective in mind, MHA seeks to shed light on some
foundational issues that policymakers must address before
plunging into a new payment system. Massachusetts hospitals

believe that these foundational issues are too important to be
addressed “after the fact”, or as reform is being implemented.
The hospital community shares a common goal and commit-
ment to both raise and address these foundational issues. These
issues must be raised and addressed upfront so that reform can
proceed, so that reform can succeed, and so that reform can be
sustained. From a hospital perspective, there are five such
foundational issues which are examined in a series of briefing
papers which MHA will release during October. Attached isan
introductory briefing paper that provides an overview of all five
foundational issues:

= The transfer of financial risk to providers: In a global
payment system, providers would receive a predetermined
fixed amount to provide care to a particular patient popula-
tion, an amount that would be ‘risk-adjusted’ for the health
status of the patient. This means that providers would take on
some degree of financial ‘risk’ to an extent greater than today
— risk that the payment amount would not be adequate to
cover the costs incurred for care. In theory, this would
incentivize providers to be more efficient in the provision of
care that they are now and this would keep costs down.

How is the nature and level of this “risk” to be determined and
managed? The risk should be clearly within the providers’
scope of control, clearly defined and not subject to interpreta-
tion. Comprehensive and accurate risk adjustment methods
would be required — inadequate risk adjustment could doom
the proposed global payment system to failure.

Under global payments, insurers would be transferring much
of their risk to hospitals and doctors. This raises the issue of
whether insurers would be required to transfer a commensu-
rate amount of their reserves to hospitals — such a require-
ment would be necessary and fair. If the transfer of risk is not
carried outin a thoughtful and deliberative manner, it could



have unintended, unfortunate consequences for the state’s
healthcare delivery system.

Benefit Design, Enrollee Choice and the Role of Employers:
A global payment system would make those who provide care
more accountable for coordinated care. Itis necessary that
this be coupled with thoughtful changes in the design of
insurance benefits so that patients too are encouraged and
incentivized to get their healthcare within smaller, intercon-
nected communities of quality providers. To this end, it is
vital to educate, engage and secure the commitment of
employers, payers and consumers in this process upfront. Vir-
tually unlimited access and choice would render the prospect
of truly reducing costs a hollow promise.

Formation of Accountable Care Organizations: The
proposed payment system would organize providers,
including hospitals and physicians, into new entities called
“Accountable Care Organizations” (ACOs). The care of a
‘critical mass’ of patients would have to be paid for using the
new payment system to justify the infrastructure and other
investments needed to operationalize under the new system.
Potential barriers to the attainment of this critical mass
should be identified and overcome. ACOs must be capable
of developing, supporting and sustaining necessary primary
care services. We must develop the guidelines for the forma-
tion and operation of ACOs; and we must determine upfront
the nature and cost of IT infrastructure and other resource
requirements. Virtually all providers will face serious
challenges in funding these investments — and how these
will be overcome should be addressed upfront.

= Societal Needs: In a payment system that seeks to determine
cost based primarily on the direct care provided to a patient,

how are broader and essential societal needs to be addressed?
Such needs cover: maintenance of essential hospital capacity
ona24/7 basis of all hospitals including those that primarily
serve patients who are economically disadvantaged; medical
education, uncompensated care, and behavioral health
covered. And how can we avoid and smooth the economic
dislocation that can accompany massive change and the
consequentialloss of jobs? Such questions have been raised,
and need to be answered.

Oversight Entity: In a system that envisions a single oversight
entity to determine the balance between the market power
and government regulation, how is such an entity held
accountable while being independent, what is its authority,
and how is it funded? Should there be such a single entity?
Such foundational issues need to be understood, discussed
and addressed before committing to creating such an entity.

Payment reform alone is not a panacea for escalating healthcare
costs or for improving the delivery of care, but it is an important
component of what should be a comprehensive approach to
reform. As the Rand study on “Controlling Health Care
Spending in Massachusetts” noted: “There are no silver
bullets..., but there are multiple options that would reduce
spending”. The Rand study goes on to point out that “estimates
of savings from all options are very uncertain because none has
aproven history of reducing spending.”

So with the compelling vision of a more efficient, coordinated,
and collaborative health care system before us and a realistic
appreciation of the challenge before us, let us move forward.

MHA welcomes the discussion surrounding of these issues. If
you have questions or suggestions on any aspect of this briefing
paper, please do not hesitate to contact us.
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Payment Reform in Perspective

The Special Commission on the Health Care Payment
System (created by Section 44 of Chapter 305 of the Acts of
2008) completed its work and issued specific recommen-
dations for transforming the healthcare payment system
in Massachusetts. Now the responsibility for reviewing
those recommendations and deciding what course
payment reform will take in Massachusettsisin the hands
of government leaders informed by stakeholders who will
be affected by reform.

Hospitals Support Reform

Thereis strong support from the vast majority of Massachu-
setts Hospital Association’s (MHA’s) members for reform of
the healthcare payment system. There is general agreement
that the current system falls short of meeting the reasonable
expectations and needs of — most importantly — patients,
but also of those who provide care and those who pay for it.
The status quo is not an option moving forward. Hospitals
agree thata more integrated and coordinated system of care
would have positive results in terms of access to, and quality
of, care. The general direction of payment reform away from
fee-for-service towards a more integrated form of delivery
and reimbursement —such as global or bundled payments
—could be successful.

However, the challenge of deciding how to shape anew
payment system is enormous not only because of the
complexity involved and the immense size of the health-
care system, but because the consequences of doing it
incorrectly can cause significant and unintended harm to
the health care system across the state and the common-
wealth’s economic wellbeing. And, the benefits from
successful reform are too great and too valuable to miss. A
challenge this big, a change thisimportant, is worth taking
the time upfront to do it right.

In this paper we outline the importance of the role of the
healthcare industry as an economic engine for the state; we
discuss ways in which hospitals and other providers are
currently working in collaboration with other stakehold-
ers to take meaningful steps to reduce and control health
care costs and improve the quality of care. We provide a
brief description of some interim steps that could be taken
to move us towards comprehensive reform and finally, we
provide an overview of critical foundational issues that
must be addressed before a fundamental and comprehen-
sive reform of the payment system along the lines of the
Commission’s recommendations becomes law.

More Discussion Needed

MHA will be releasing separate briefing papers with
in-depth analyses of these critical foundational issues in
the weeks to come, with the intention of guiding and
enhancing the public discourse as we pursue this transfor-
mational change in our health care system. At the end

of this paper isan outline of the issues we will address in
our briefing papers.
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Our Commitment is

Hospitals are already deep into healthcare reform in
Massachusetts; hospitals already are taking steps to reducing/
controlling costs in a responsible way without hurting care
quality/outcomes.

® Massachusetts is currently participating in many projects
toaddressand improve hospital readmission issues. These efforts
are largely coordinated state-wide by the Massachusetts Care
Transitions Forum, a collaborative of more than 110 members
representing some 50 organizations throughout the Common-
wealth. The forum’s mission is to improve the quality of care
transitions when patients are moved from one care setting to
another, whether itis to a different unit in the hospital, toa
different care facility, or discharging to home. Improving these
transitions should resultin the elusive “triple-win” in healthcare:
care thatis of higher quality, lower cost, and patient-centered.

m Acute care hospitals are participating in the Potentially
Preventable Readmission (PPR) Pilot Project. Their goal
is to evaluate readmission measure methods and the utility
of readmission rate reports for quality improvement and
public reporting purposes.

® Massachusettsis one of three states participating in the
State Action on Avoidable Re-hospitalizations (STARR)
initiative. STA AR seeks to work across organizational
boundaries to reduce avoidable re-hospitalizations by
30 percent state-wide and increase patient and caregiver
satisfaction with the care received.

m Providers and commercial payers are exploring new
payment methodologies such as Blue Cross Blue Shield of
Massachusetts’ Alternative Quality Contract and others

m A voluntary collaborative to promote administrative
simplification in healthcare business transactions, involving
MHA, the Massachusetts Medical Society and Massachusetts
Association of Health Plans, three individual health plans and
several prominent medical groups, has been meeting since last
April. This collaborative’s first project is simplifying eligibility
verification; and it will also be starting work soon on reducing
duplicate claims submissions. Future projects will include
streamlining provider appeals processes and standardizing
medical policies.

Thiswork should pay offsince MHA estimates that the cost
of billing and insurance related activities for the state exceeds
$5 billion per year, and these costs have been rising faster than
other healthcare costs in recent years.

m Hospitals are also signing up to collaborate with medical
home demonstrations through the Massachusetts Patient-
Centered Medical Home Initiative.

m LEAN and Six Sigma re-engineering efforts are underway
in many hospitals across the state.



Already in Action

m There isincreasing implementation of Nurse Staffing Coun-
cils to provide caregivers more say in patient care staffing.

® Numerous quality and patient safety efforts are underway:

» First-in-the-nation voluntary posting of nurse-specific
quality measures on MHA’s Patients First web site.

» Massachusetts is the second state, to implement voluntary
non-charging for care related to Serious Reportable Events
(SREs) thatare within control of the hospital.

» There are more than 150 hospital quality & safety measures
that are part of the hospital performance measurement
landscape in Massachusetts under the sponsorship of
public/private-sector organizations in Massachusetts or
across the nation.

» The Massachusetts Hospital Association was selected
to partake in “The National Implementation of the
Comprehensive Unit-Based Safety Program to Reduce
Central-Line Associated Blood Stream Infections in the
ICU.” The program seeks to change hospitals’ infection-
fighting culture through the adoption of a Comprehensive
Unit-Based Safety Program (CUSP).

Reform is also underway as a result oflegislative or regulatory
mandates:

m Implementation of new hospital utilization management and
financial reviews, as the state has discontinued Payment for
Serious Reportable Events; new reporting requirements and
non-payment rules are in development around Healthcare

Acquired Infections; new Race & Ethnicity data reporting
requirements for numerous state agencies and CMS;

The new state web site sponsored by a legislatively enacted
Health Care Quality and Cost Council displays cost and
quality measures for all of the state’s acute hospitals.

m Massachusetts has a new mandate for Patient and Family
Advisory Councils at acute, long-term care, and rehabilitation
hospitals; as well as a new mandate for hospitals’ Rapid
Response Methods, with additional requirements beyond
the Joint Commission standards.

Based on the recommendation of an expert panel on health-
care-associated infection, and the authorization of the Public
Health Council, acute care hospitals are now required to
register with an infection measure reporting system, report
infection data, and authorize the release of hospital-specific
information and reports to state agencies.

m Asaresult of Massachusettslegislation, an expert panel on
end oflife care for patients with serious chronicillnesses has
been convened. The panel is investigating and studying health
care delivery for these patients and variations in delivery of
such care among health care providers in the commonwealth.
The panel has been charged with identifying best practices for
end of life care, including those that minimize disparities in
care delivery and variations in practice or spending, and shall
present recommendations for changes.

Massachusetts hospitals provide renowned, exceptional healthcare and

serve as a major economic engine

Massachusettsis privileged to be one of the leading regions
inthe world for biomedical research, medical and health
professional training, and state of the art medical facilities.
Massachusetts hospitals and our healthcare system are
renowned across the world. Our hospitals provide care
forawide variety andintensity of conditions, and provide the
essential services neededinacommunity e.g. care of AIDS
patients, burn care, intensive care, neonatal and pediatric
services, obstetrics and trauma care etc. They provide the 24/7
back-up and safety net for the entire community as well as for
other care providers; they provide community health education
programs and preventive services. They educate the next
generation of physicians, nurses, and technicians. Through
theirresearchrole, hospitals attract and keep the "best &
brightest” and make significant contributions to the healthcare
knowledge base, new therapies and technologies.

For many communities, the hospital's very existence servesas a
community benefit, both as the essential medical providerand a

major employer-providingjobs for all skilland economic levels.

m 187,000 - The number of people employed'at MA hospitals.

® The creation of hospital jobs supports the creation of jobsin
otherindustries because hospital employees purchase goods
and servicesinthe community at large. In Massachusetts,
each hospitaljobresultsin2.1jobs?inthe economy as awhole.
Sothetotalnumber of jobs created both directly and indirect-
ly by hospitalsis 365,400.

® 504,000 -People employedindirect care + medicalindustry +
research?®-that’'s 15.8 % of total Massachusetts employment

m Significant funds flow into Massachusetts for medical research,
education, and services. The state ranks second (to California)
ingrants fromthe National Institutes of Health (NIH), receiving
$2.23 billionin 20074, The City of Boston, for 14 consecutive
years, hasled all U.S. cities whose institutions received NIH
funding, garnering $1.6 billionin NIH grants in 2007.

® More than14% of Massachusetts' “gross state product”is
tied to healthcare providers.
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Interim Steps are a Prescription for
Effective, Comprehensive Change

payment systems. We divide these into four categories:

A.) ANALYSES AND PAYMENT ACTIONS

B.) INVESTMENT IN AND DEVELOPMENT OF
INFRASTRUCTURE

MHA suggests four complementary strategies —a transitional glide path — which would move us in the general direction of
payment reform in incremental stages. These would help the healthcare system and hospitals position themselves for new

C.) SUPPORT FOR PRIMARY CARE
D.) STANDARDIZE MEASUREMENT

A.) ANALYSES AND PAYMENT ACTIONS:

m Developing comprehensive databases on current utiliza-
tion of services by patients: It will be impossible for providers
to operate asan Accountable Care Organization (see further
ACO discussion below) in a global payment system if there is
no data about patient utilization/costs that will allow ACOs
to develop strategies for care coordination and cost control.
The state could potentially work through an entity such as
Massachusetts Health Quality Partners to provide such data.
For example, if a hospital wants to help reduce readmissions,
it’s essential to know what is happening to the patients after
theyleave the hospital. For example, do they follow up with a
primary care physician (PCP)? Do they get their prescriptions
filled? Are they following through on exercise, diet and other
lifestyle changes? Some payment changes could be important
building blocks for future payment systems. Early adopters of
these changes should be engaged and incentivized and their
experiences disseminated to aid additional adoption or
identify courses of correction:

» Implementation of Pay-for-Performance asabaselinein
allhealthcare settings: A number of publicand private
payers are considering and testing “incentive payments” to
reward provider performance. We support the concept of
aligning payment incentives with the provision of high-qual-
ity care, but recommend moving forward thoughtfully by,
for example, employing standard, evidence-based measures.

» Adoptdifferent payment systems in different settings:
We support steps to encourage clinical integration and
coordination between acute and post-acute care. Different
payment systems could be tried in different settings, and in
this way, sufficient experience would be built up with, and
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comparative data derived from, alternative payment
methodologies. For example: medical home in some
settings; bundled payments in others; global payments in
some settings, and episode based payments in some
settings. This should be coupled with careful planning
about how to integrate these systems into a global payment
system. For example, if there is an expectation thatan ACO
will want to use episode payments for “out of network”
care, that should be the focus of testing episode payments.
Some of these efforts may provide policymakers with
alternative models of payment in situations where global
payments may not be feasible.

» Ensure government is a good partner by fulfilling
Medicaid commitment of Chapter 58 as first steps to
address the public-private cost shift: While progress was
madeinitially, MHA’s current assessment is that the under-
payment gap for hospitals will be larger in 2010 than before
the reform law was enacted. The continued existence of, and
growth in, the underpayment gap lowers the likelihood of
successful payment reform. In addition, the government’s
backing off from its commitment to fill the underpayment
gap undermines provider confidence in the ability of the
government to be areliable partner in payment reform.

B.) INFRASTRUCTURE:

Secure commitment from all payers to support infrastructure
needed to build Accountable Care Organizations (ACOs), and,
in particular, to support the development of health information
technology (HIT) —for example, electronic health records
(EHRs) to provide clinicians with important patient informa-
tion and clinical decision support tools needed to provide safe,



high-quality care. We have to accelerate the adoption of HIT by
addressing the financial, regulatory and technological barriers,
including inter-operability and standardization.

C.) PRIMARY CARE:

m Escalate efforts toincrease PCP supply: Make the invest-
ments necessary to ensure a strong and sustained primary
care workforce; encourage practitioners to choose primary
care as a profession. In addition, modernize provider training
and education to include a focus on keeping people healthy,
diagnosing and treating chronic disease, and working in
teams to manage complex patients. In spite of recent legisla-
tive efforts to improve primary care capacity and extend the
role of nurse practitioners and physician assistants, there are
still primary care shortages in the state.

m Secure employer commitment to insurance products that
encourage selection of PCPs by all insured. Payment changes
only affect one side of the relationship; insurance products
must enable and incentivize patients to choose and allowa
provider to coordinate care.

m Employers and insurers must support efforts to encourage
healthy behaviors through product design and additional
workplace incentives.

D.) MEASUREMENT:

Metrics can be used for comparison of effectiveness across

all payers and providers; but we must ensure that reporting
measures for quality, patient safety and access —both existing
measures and any new ones —are standardized and do not add
to thealready significant administrative costs within the system.

Glossary of Terms

Accountable Care Organization: A set of providers held
responsible for the quality and cost of health care for a
population of patients.

Readmissions: Patients discharged from an inpatient stay
may find themselves back in the hospital within 30 days: some
of these readmissions are planned, and others may be part of
the natural course of treatment for specific conditions; but,
increasingly, some hospital readmissions are being thought
of as avoidable and as “indicators of poor care or missed
opportunities to better coordinate care.

Primary Care Physician: A physician, such as ageneral
practitioner orinternist, chosen by anindividual to serve as
his or her health-care professional and capable of handling a
variety of health-related problems, of keeping a medical
history and medical records on the individual, and of referring
the persontospecialists as needed.

Pay for Performance: “P4P" is aterm that describes
health-care payment systems that offer financial rewards to
providers who achieve, improve, or exceed their performance
on specified quality, cost, and other benchmarks. Most
approaches adjust aggregate payments to physicians and
hospitals on the basis of performance on a number of
different measures. Payments may be made at the individual,
group, or institutional level. Performance may be measured
using benchmarks or relative comparisons.

Medical Home: Medical Home models provide accessible,
continuous, coordinated and comprehensive patient cen-
tered care, and are managed centrally by a primary care
physician with the active involvement of non-physician
practice staff. Providers deemed a medical home receive
supplemental payments to support operations expected of a
medical home. Physician practices may be encouraged or
required toimprove practice infrastructure and meet certain
qualificationsin order to achieve eligibility.

Global payments: Fixed-dollar payments for the care that
patients may receive in a given time period, such as amonth
or year. Global payments place providers at financial risk for
both the occurrence of medical conditions as well as the
management of those conditions.

Episode-based payment: Reimburse providers on the basis
of expected costs for clinically-defined episodes of care.
Episodes of care are typically defined on the basis of selected
conditions or major procedures, and include clinically related
services provided by various providers over a period of time.
Episode-based payments may also be adjusted for severity of
illness and quality performance.

Risk: The probability that favorable outcomes/events will not
occur or that unfavorable outcomes/events will occur.

Benefit Design: The determination of the terms of a health
benefit package. The benefit package referstothe servicesand
providers that are covered by a healthinsurance plan,andtothe
financialand other terms of such coverage (e.g., patient cost-
sharing, limitations on amounts and numbers of visits or days).
ERISA: The Employee Retirement Income Security Act
(ERISA)is afederal law regulating the administration of private
employer-sponsored benefits including health benefits.
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Adequate Payment is Key

Before we go into further detail on the foundational issues, we have to emphasize that irrespective of what payment system is used,
ifthe payment levels are set too low as a result of over-aggressive cost reduction targets then providers will be unable to deliver

quality care and the new model of payment will be doomed to failure. Further, in a global payment system, even if payments are set
atlevels that are theoretically adequate to cover costs, random events and circumstances beyond the control of providers can result

inactual costs being higher than payment levels. The schematic below illustrates some of the ways in which the shift to a global
payment system could have unintended consequences:

GLOBAL PAYMENT SYSTEM

Payers Transfer Some Financial Risk to ACOS

and

Risk Adjusted Global Payment Rates Are Set

The ACO

PAYMENT LEVELS ARE

INAPPROPRIATELY LOW

PAYMENT LEVELS

i.e. payment levels do not match THEORETICALLY
feasible cost; cost reduction ADEQUATE TO COVER
‘targets’ are set at aggressively low COSTS

4

levels /

Random events- case mix higher
than is captured by risk adjustment
models; unexpectedly high rates of

complications ; shortage of PCPs

etc—result in actual costs being
higher than payments

Some ACOs will be unable to absorb the
decline in revenue. From a practical standpoint,
and based on historical experience, most of the

decline in revenue will likely have to be
absorbed by the hospital(s) in the ACO.
AND

in these cases, there could be an impact on
capacity and the scope of services provided in
the community, which could occur in a
geographically disproportionate manner.

Ny

The global payment to an ACO is
expected to produce ‘efficiencies’ . These
efficiencies can be generated by lower
volume (as ‘unnecessary’ services are
eliminated) or lower prices for services, or
both.

N\,

Some ACOs will be able to provide
services at a lower price (and may as a
result get increased volume)

AND
The key will be whether the ACOs costs
go down more than the price goes down--
and this might be achieved by re-
engineering and reducing capacity to
match drops in utilization.

BUT
This will require cooperation from both
patients and physicians .

Delivery system changes could occur in an unstructured and unplanned way with potentially serious consequences
for the commonwealth or specific geographic areas withing the commonwealth.

SO

It is imerative that we price and plan appropriately so that reductions in capacity match reductionsin
utilization and reduction in prices match actual reductions in cost.

6 | Massachusetts Payment Reform



The global payment system that the Special Commission
named as a likely alternative to the current fee-for-service
system is expected to produce efficiencies and translate to
lower prices for payers. These efficiencies can be generated by
lower volume (e.g. unnecessary services are eliminated) or
lower prices for services, or both. The key issue therefore is
whetheran ACO isactually able to provide services atalower
price and reduce its costs as much or more than the price goes
down. Another critical issue is that the price is set at a level

that continues to support the cost of societal needs (as
described below).

Some ACOs (and the hospitalsin the ACO) will be able to
re-engineer to achieve efficiencies and to cut costs by matching
reductions in capacity to reductions in utilization. However,
other ACOs mightnotbe able to do so. From a practical
standpoint and given historical experience, the resulting
declines in revenue will likely be absorbed by the hospital(s) in
the ACO; this could result in reductions in hospital capacity
and the scope of services provided in a community.

Some degree of health care delivery system ‘re-engineering’

i.e. modification of existing processes and systems, would
presumably be a consequence of payment reform. Some such
change would be acceptable and even desirable. Some people
might feel that even the loss of some hospital capacity is accept-
able. However, it is difficult to argue that such delivery system
changes should be left entirely to market forces, without public
health and population- based analyses and planning. If such
decisions are not to be left completely to the market, what is the
role of government in such decision-making? Is the intention to
return to the government planning model that was employed
in the past?

We must also acknowledge that cost reduction and cost control
efforts may require some shifts in jobs, purchasing, etc. Given
the size and importance of the healthcare sector in the state,
these shifts can have significant effects on communities and the
economy. For example, if volumes decline, there may be staff
dislocations; state workforce programs should be prepared to
deal with this. Slower growth in spending would also mean less
job growth in the healthcare sector, where workforce programs
have been projecting continued job growth for years, and have
been encouraging people to enter health careers training
programs with the expectation that there will be enough jobs.

Another issue to consider is thata radical change in the way
that providers, including physicians, are paid in Massachusetts
could make it more difficult to recruit and retain physicians

in the state. Thisis especially worrisome given the critical
shortages thatalready exist in several specialties in the state.

If such change will not have a negative impact upon physician
recruitment and retention, we should know that in advance.
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Five Critical Foundational
Issues Must Be Addressed Before

Implementation

athoughtful manner to enact responsible reform.

A.) RISK-OPERATIONAL AND TECHNICAL ISSUES

B.) BENEFIT DESIGN, CONSUMER CHOICE AND
THE ROLE OF EMPLOYERS

Critical questions must be answered, foundational issues must be resolved, and key steps must be taken before committing
to a specific new system of delivering and paying for care. The legislature and policymakers should proceed with caution and in

[Ourinitial concerns were outlined in detail in ‘Preliminary MHA Perspective on Key Payment Reform Issues’ dated
July 7,2009, which was provided to the chairs and members of the Special Commission. ]

We have divided our concerns in five broad categories, though we recognize that there is considerable overlap between them:

C.) ACCOUNTABLE CARE ORGANIZATION

(ACO) FORMATION

D.) SOCIETAL NEEDS
E.) OVERSIGHT ENTITY: FORM & FUNCTION

A.) RISK: OPERATIONAL AND TECHNICAL ISSUES RELATED TO RISK

Akeyelement of a global payment system is the transfer of some
degree of risk to provider(s), which in theory would provide an
incentive to “deliver the most effective care possible... and to
integrate and coordinate care efficiently.”” Our concern is that if
the transfer of any degree of risk to providers is not carried out
in a thoughtful and deliberative manner, it could have unin-
tended, unfortunate consequences for the state’s healthcare
delivery system. Transferring risk could have more than just
short-term financial consequences; the broader issue involves
disruption of current business models and the implications

for health policy and planning.

To avoid unintended consequences, we must identify and
resolve Operational and Technical issues related to risk transfer
to providers

A.) Operational Issues Related to Risk

We must ensure that the transfer of risk is based on the
provider’s scope of control and ensure that insurance
products are made consistent with provider risk-bearing.
Operational issues related to the transfer of risk to providers
include the Management of Risk; and Investment &
Infrastructure Needs.
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Management of Risk:

The Special Commission recommends (emphasis added):

“Carrierswill retain their currentrole as holders of insurance
risk for health insurance contracts written to groups and
individuals. To ensure that ACOs are not subject to insurance
risk, global payments will be risk adjusted (as described below).
To further protect ACOs from insurance risk, carriers might
develop stop loss or risk corridor arrangements with ACOs.
However, ACOs will be held responsible appropriately for
performance risk— including cost performance and meeting
access and quality standards.”

m Definitions of types of risk: To understand the types of risk
that ACOs will be taking on, we have to develop/obtain clear
definitions of the types of risk associated with healthcare
providers operating under global payment. The Commission
did not provide such clear definitions.

» Risk has been defined® as the probability that favorable
outcomes/events will not occur or that unfavorable
outcomes/events will occur. For effective, efficient
management of healthcare, three types of risk must be
dealt with: 1) probability risk or the risk of occurrence;




thatis: all other things being equal, one person will become
illand another will not. Probability risk is also called
insurancerisk. 2) Technical risk is the controllable risk
ofbecomingill, of not getting better or ofhavinga bad
outcome; this depends on the quality of the preventive,
diagnostic and therapeutic services that an individual
receives. Both providers and consumers have arole to
playin technical risk. And then thereis 3) Utility risk
which reflects each individual patient’s preference for

one outcome over another.

“There is no hard line distinguishing where insurance
risk ends and performance risk begins. One patient
may be harder to treat than another for the same
condition or may have adverse reactions to treatment
due to unmeasurable factors that are outside the
control of a physician, making it difficult to say how
much of the higher costs of treatment are an insurance
risk vs. a performance risk. But it is clear that not all of
the costs of health care should be considered pure
performance risk — as traditional capitation systems
would imply — and fewer health care costs are insur-
ance risk than fee-for-service systems implicitly give
insurers responsibility for.””

Harold Miller, From Concept to Reality: Implementing
Fundamental Reforms in Health Care Payment Systems to
Support Value-driven Health Care

» Importantly, the patient/consumer hasarolein the
management of both technical and utility risk. Consumers
can help reduce technical risk by adopting healthy life-
styles, and through compliance with recommended
treatment regimes. Utility risk is driven by consumer
choice, and consumers must have appropriate information
and incentives to choose options that best meet their
particular needs in a cost-effective manner. Patients/
consumers, in cooperation with both payers and providers
should manage their choice risk®. For consumers that are in
employer-sponsored health plans, the employer’s role is
crucial in the selection of health plan offerings and benefit
designs that encourage transparency, align incentives and
reward the efficient and effective delivery of care.

» The Commission appears to have failed to recognize the
critical role of consumers and employers in changing the

inherentrisk in a risk pool by placing no restrictions on
enrollee choice or on plan design:

“An enrollee will not be restricted (unless as a condition of his
insurance contract) to providers in his primary care physi-
cian’s ACO, although his insurance contract might require
him to pay more if he obtains care from providers in another
ACO... Employerswill also continue to play a critical role as
health plan sponsors. While global payment as envisioned
by the Special Commission will not require employers to
modify their health plan designs, employers can maximize
the benefit of payment reform by aligning the consumer
incentives that are implicit in their benefit designs.”

m We will need to determine readiness and appropriateness of
risk-transfer to ACOs and evaluate whether there should there
be different risk models for different types of ACOs. Should,
risk transfer be tiered based on the size of the ACO? Should
recommendations be made about minimum size and number
of ACOs based on the ability to take on risk? It is increasingly
difficult to adequately risk adjust payment to avoid insurance
riskifa practice has only a small number of patients’. We must
delineate patient types/services that would be ‘carved out’ of
global payments—e.g. rare disorders for which the hospital/
medical/surgical care can be expected to be very expensive. If
this occurs, how will the reasonableness of costs be addressed?

m Financial reserves: Adequate amount of risk-based capital
or reasonable financial reserves and requirements would be
needed to cover the risk providers would take on, and they
would need to be given the opportunity and means to build
up these reserves.

m While there is no absolute dividing line between insurance
and performance risk, mechanisms such as risk-severity
adjustment systems, stop-loss provisions, reinsurance etc.
can help to keep insurance risk with payers and away from
providers' We need to identify and reccommend mechanisms
—that work best to protect providers from risk and assess their
availability to ACOs.

m There are factors outside the scope of providers’ control that
can affect their ability to successfully operate under a global
payment system — for example, changes in input costs,
workforce shortages. Global budgets would need to be
updated regularly and recognize market changesin these
factors. In addition, taking on additional financial risk could
have unintended consequences on other aspects of a provid-
ers’ operations, such as credit ratings and access to capital.
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m Werecognize that health care markets are local and some-
what unique; we should study providers in Massachusetts
markets that are operating under global budgets —both to
assess the specific characteristics that enable “success”
under global payment arrangements and to evaluate whether
capitation in this market helped to mitigate health care
costtrends.

Investment and Infrastructure Needs:

Moving forward, we will need to identify and develop cost
estimates of the resources needed to operate under a global
payment system, including information technology, personnel
and other infrastructure.

m Simulate a budget for a clinically integrated system and
extrapolate from this the cost of statewide implementation.
Determine how providers that do not have the resources to
operate under the new system would be supported, either by
being given more time or financial support or both.

m Recognize thatin order to cover the cost of the infrastructure
needed, there may be a need for higher provider payments
initially (or amortized over a period of time) than would
appear appropriate based on current costs of care alone.

m The state should “score” the Information Technology
aspect of any payment reform legislation that is passed,
recognizing that most providers do not have the IT capabili-
ties to support a global payment system. These include the
ability to accumulate health service utilization and health
status data on their covered population in order to manage
their care and to forecast where they stand relative to pay-
ments. I'T capabilities would be needed for member service
communications and management, and employer/purchaser
communications and management.

B.) Technical Issues Related to Risk

Accurate and robust risk measurement and adjustment mecha-
nisms will be needed in a global payment system. We need to
identify the models, tools and methods available relating to
patient and population health risk analysis and adjustment,
particularly as it affects the capitated/global payment amounts
paid to Accountable Care Organizations for individual patients
or populations.
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® Determine to what degree these models are successful; what
their shortcomings are and what methods, ifany, are used or
needed to compensate for these shortcomings.

m Determine the appropriate frequency and mechanism of
payment adjustment/calculations to ensure that payments
match the actual case mix of patients being cared for and
providers are not being forced to bear “insurance risk.”
Miller' notes thatifan ACO is caring for a population of
patients and the cost of that care goes up, the cost increase
would need to be divided into the estimated share due to an
increase in risk factors versus the estimated share due to an
increase in the cost of treating individuals with the same
level of disease severity. The ACO would be accountable for
the later share of the cost increase but not the former.

® We also need to determine what mechanisms to put in
place for retrospective risk adjustment; for example, health
status and other demographic factors should be readjusted
retrospectively at the end of every year.

m Wider risk adjustment: The Special Commission proposes
to adjust not just for clinical status but for socio-economic
status, geography, core access, quality incentives, and even
“differences in consumer incentives associated with benefit
design.” We would need to assess whether there any models
that successfully do all this.



B.) BENEFIT DESIGN; CONSUMER CHOICE & THE ROLE OF EMPLOYERS

Massachusetts healthcare coverage benefits are very rich by
national standards. That is something of which to be proud.
But policy makers must reconcile such benefit standards with
their goals for payment reform. Current benefit design supports
virtually unlimited choice of providers. In addition, the
majority of Massachusetts employers offer plans with very low
out-of-pocket costs, creating incentives for patients to use
higher-cost providers and services even when not medically
necessary. The Special Commission report presents a conun-
drum: there must be alignment between benefit design and
consumer behavior in order for payment reform to succeed, yet
the recommendations do not adequately address patient choice.

Because of the variety of economic and non-economic incen-
tivesinherentin the current health care system, benefit design
is only one of the tools available to incent behavior."” Without
drawing some parameters around benefit design and benefit
levels, the risk to ACOs from non-compliant patients and bad
debt could be very high.

A.) Minimum standards for benefit design should be defined to
ensure thatindividuals get the care they need atan affordable
price. These standards should 1)ensure that plans provide
coverage for a comprehensive set of necessary services; 2) define
the scope of coverage; and 3) include limits on beneficiaries’
total out-of-pocket costs. The standards should ensure that
individuals do not encounter gaps in coverage if they face
existing medical conditions or an unexpected illness.

m The following are the existing Minimum Creditable Coverage
(MCC) standards, which are the minimum standards that
health insurance plans in Massachusetts must meet. This
standard includes certain benefits involving preventive and
primary care, emergency services, hospital stays, outpatient
services, prescription drugs, and mental health services.
Specifically, a plan must, among other things:

» Cover prescription drugs.

» Cover 3 regular doctor visits and check-ups for an
individual or 6 for a family before any deductibles.

» Cap the deductible at $2,000 for an individual or
$4,000 for a family each year.

» Cap out-of-pocket spending for non-prescription health
services at $5,000 for an individual or $10,000 for a family
each year when there is a deductible or co-insurance.

» Not total benefits for a sickness or for each year.

Questions remain whether these cost sharinglevels are
prohibitive for some patients and may increase the likelihood of
patient non-compliance with treatment plans, thus increasing
the financial risk ACOs bear.

m Standards for benefit design are described in a May 2009
Center for Budget and Policy Priorities article’” which states
“...manyenrollees still are likely to end up underinsured
forkey health services unless an actuarial-value standard
is combined with the above requirement that all plans
offer basic comprehensive coverage.” Additional require-
ments suggested in the article include: insurers must not
place harmfullimits on coverage; plans must include
adequate protections against high out-of-pocket costs, and
insurers should cover preventive care atlittle or no cost to
the beneficiary.

B.) Incentives for consumers must be aligned with provider
incentives to make the new model work.

= Consumer engagementis a key piece of the puzzle.
Policymakers must understand that a substantial consumer
engagement and education effort must be made prior to
implementation of a global payment system. Consumers
will need to be educated upfront so that they understand the
changes in their benefit design, or else they may make choices
inconsistent with that design, or worse yet, blame providers
for their dissatisfaction with access and choice. Payment
reform efforts must include consumer education efforts —by
the state, health insurance companies and other entities. It is
crucial that providers are not put in the position of trying to
explain these issues to consumers at the time of service.

m A crucial issue is enrollee choice. While the Commission’s
report acknowledges that “employers can maximize the
benefit of payment reform by aligning the consumer incen-
tives that are implicitin their benefit designs”, the report
does “not require employers to modify their health plan
designs”. A system that gives consumers/patients unlimited
choice to get whatever care they want, whenever and
wherever they want it seems incompatible with a model that
puts the provider (ACO) at risk for all costs related to the
care of the patient.

» Inits consumer outreach, education and, in particular, in
benefit design, the state must promote mechanisms that
align consumer and ACO incentives. Particular attention
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must be given to how consumers would respond to
restricted choice; on the flip side, we must determine what
implications unrestricted consumer choice will have on
the sought-for efficiencies and savings from shifting to a
global payment system.

“Under the proposed Massachusetts reforms, all health
plans would “require the selection of a primary care
physician... Although patients in some plans already
obtain their care under such arrangements, many
others have greater flexibility in choosing doctors and
seeing specialists... However, allowing a greater choice
of physicians, hospitals, and medicines for patients
who were willing (and able) to pay more would under-
mine the cost-control, quality-improvement, and
care-coordination purposes of global payments.”

Robert Steinbrook, M.D., The End of Fee-for-Service
Medicine? Proposals for Payment Reform in Massachusetts,
New England Journal of Medicine'

How to Encourage Patients to Stay with Particular Providers®™
“Provide education for consumers on the value of selecting
and consistently utilizing a primary care provider (or
appropriate specialist) as a medical home.”

“Reduce copayments and co-insurance for patients utilizing
aprimary care provider (or appropriate specialist) asa
medical home.”

“Require consumers to pay a one-time fee for switching
primary care providers unless there are appropriate
justifications (e.g., a change in the consumer’s residence
or the provider’s location, poor quality ratings of the
provider, etc.).”

“Require consumers to accept a greater share of the financial
risk for their care (e.g., through higher cost-sharing for
hospitalizations forambulatory-care-sensitive conditions)
ifthey do not select a medical home or otherwise use a
consistent provider for their care.”

“Require providers to establish “carve-out credits” for consum-
ersif the consumers choose to use services other than those
provided or recommended by the provider within a bundled
price. A patient may be willing to use a consistent provider for
their primary care and some portion of the services they need,
but they may want the flexibility to use some services other
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than those recommended by their provider, or they may want
to obtain some of the recom mended services from other
providers. To the extent that those services are included in
the bundled payment to the patient’s primary provider, a
mechanism is needed to enable the patient to obtain them
from other providers without penalizing the primary provider
or restricting the patient’s options... This can be facilitated if
providers pre-define the “credits” that patients will receive
from the bundled payment if they use alternative providers
foraparticular service. The primary provider would agree

to pay the alternative provider the amount of the credit, and
the patient would be responsible for paying the remainder

of the alternative provider’s price.”

Harold Miller, “From concept to reality: Implementing
fundamental reforms in Health care payment systems to
supportvalue-driven health care.”

Policymakers should evaluate and incorporate these and/or
other options in order to determine which would best serve the
need to align consumer and provider incentives under the new
payment system.

m In addition, while findings and recommendations resulting
from comparative effectiveness research may support
hospitals’ and providers’ efforts to make and offer ‘better’
care, patients offered aspirin instead of an angioplasty might
feel disappointed and cheated. Similarly, promoting healthy
behaviorsisa daunting task and consumer uptake has been
low, despite consumer-friendly information and websites,
health plan incentives etc. Without a strong combination
ofincentives and disincentives, consumer behavior may not
be influenced much by information alone.

= Role of employers in benefit design. Employers—by offering
plan designs that incorporate incentives for patients to
participate in and take responsibility for their own care and
that realign incentives for payers, providers and patients—are
crucial to the success of a global payment system. Benefit design
and benefit levels determine out-of- pocket expenses for
patients, as well as affordability, which influences a patient’s
ability to adhere to recommended treatment regimes, risk for
acute episodes of chronically ill patients, and providers’ risk for
bad debt. Therefore, without drawing some parameters around
benefit design, and getting some form of commitment from
employers that they will maintain benefit levels, the risk to
ACOs from non-compliance and bad debt will be very high.

m Value Based Benefit Design should be evaluated and adopted
asaway to “encourage the use of services when the clinical
benefits exceed the cost and likewise discourages the use of
services when the benefits do not justify the cost.”'¢



m Special emphasis needs to be placed on benefit designs that
facilitate comprehensive and coordinated treatment across
provider settings for chronic diseases. MHA believes that
the management of key chronic conditions such as diabetes
should be actively pursued asimportant intermediate steps
in a movement towards global capitation.

C.) Out-of-network or out-of-ACO care:

® While ACOs must bear the responsibility for maintaining
quality of care and accessibility in their provider networks to
encourage in-network utilization, ACOs cannot be expected
to take on the entire risk of patients that seek care outside the

network. So there has to be some risk sharing between the
patient/ACO/insurance plans in these cases and the scope of
thatrisk sharing, and the role of health plans in such cases,
should be understood and defined.

m At the same time, we must recognize that some patients will
appropriately need or want to get care from a provider who is
notincluded in his ACO and we must develop feasible
approaches to payment and pricing for these cases. Other-
wise, if ACO#1 feels that it will be forced to pay a huge amount
for services provided by ACO#2 (for the services that ACO#1
does not provide but ACO#2 does), every ACO will feel
compelled to create its own services even if they are duplicative.

C.) ACCOUNTABLE CARE ORGANIZATION (ACO) FORMATION

Several key issues must be addressed before regarding the
formation, structure and oversight of Accountable Care
Organizations (ACOs). We divide these into Critical Mass
Issues and ACO Formation Issues.

A.) Critical Mass Issues

The Commission recognized in its recommendations the need
for participation by both private and public payersin a global
payment system to “ensure alignment of financial incentives
for providers treating patients covered by different payers.”

A critical mass of the total patient population and total provider
payments would need to be paid under a global payment system
toboth justify and drive the considerable provider investment'’
that will be needed to make this transformational change.
There are at least 3 questions to address related to critical mass:

ERISA ISSUES: Some large employers operate their own group
health plans, as opposed to purchasing insurance from an
insurance company. Typically the large employer pays a third
party (which could be an insurance company or other adminis-
trator of health care claims) to administer the plan thatit has
designed for its employees — the large employer pays the costs
(claims plus administration) directly. In Massachusetts, a large
and growing proportion of the state’s population isin these
self-insured health plans.

“...ongoing shift away from insured products to
self-insurance. At the beginning of the decade
Harvard Pilgrim’s book of business was 75% insured
and 25% self-insured. It is now 50-50, with self-
insurance projected to grow further. Most plans are
experiencinga similar trend”

Bruce Bullen, Interim Chief Executive Officer of Harvard
Pilgrim Health Care, Blog post “Health Reform and the
“Bifurcated” Health Insurance Marketplace” Sept 22, 2009

Self-insured plans are regulated by federal law, the Employee
Retirement Income Security Act (ERISA) law, not by state law.
Courts have held that the ERISA supersedes or preempts some
state health care initiatives, such as mandates on coverage and
some types of managed care plan standards, if they have a
substantial impact on the structure or administration of
self-insured health plans or if they provide for alternative
remedies. Therefore, as we pursue payment reform, ERISA
preemption becomes relevant as a potential limit on the scope
and type of reform we will be able to enact.

If payment reform is to encompass services provided to as many
residents of the Commonwealth as possible, then some sort

of accommodation would need to be obtained from ERISA
through an action by the federal government (such asan ERISA
waiver). Absent this accommodation, payment reform that
sought to set payment rates or methodologies for use by self-
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insured plans would be open to legal challenges (based on state
regulation of health plans and insurers).

In addition, there might be a perverse incentive for large
employer groups in the state to self- insure to avoid being
included in the global payment system. Researchers' have
pointed out that since ERISA’s passage three decades ago,
there has been an explosion in the number of employers
choosingto self-insure their health benefits plans and then
purchase “stop-loss” insurance for the plan in order to avoid
both state mandates and insurance risk. On the other hand, if
self-insured plans are exempted from participating in the global
payment system, the risk pool sizes for some ACOs could fall
to actuarially unsoundlevels and the critical mass described
above might not be reached.

MEDICARE PARTICIPATION: In the aggregate, hospitalsin

the state obtain more than a third of their revenue from the
Medicare program. Medicare financing is critical to the state’s
providers as is Medicare medical education funding, capital
and disproportionate share payments. The Special Commis-
sion recognized in its report that Medicare participation in
the new system is critical for success and addressed the need
to obtain a Medicare waiver:

“Federal law permits the Secretary of Health and Human Services
to waive certain provisions of the Social Security Act to demon-
strate new approaches to provider reimbursement. Such demon-
strations may include: testing alternative payment methodologies;
demonstrating new delivery systems; and coverage of additional
services to improve the overall efficiency of Medicare. However,
unlike Medicaid waivers, participation in a Medicare waiver is
voluntary unless authorized by specific federal legislation.
Moreover, implementation of global payment for Medicare
beneficiaries is likely to require waivers of both Part A and Part B
relating to conditions of and limitations on payment of services
(Section 1814); payment to providers of services (Section 1815);
payment of benefits (Section 1833); special payment rules for
particular items and services (Section 1834); procedure for
payment of claims of providers of services (Section 1835); and
provisions relating to the administration of part A (Section 1816)
and part B (Section 1842). Section 222 waivers only allow for
payment methodology changes. If the state’s ultimate design
requires waivers of other provisions of the Medicare law, the state
may need Congressional action to allow for a waiver of such
provisions (Bailit and Waldman 2009).
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However, since providers obtain such alarge portion of their
revenue from Medicare, it is essential that critical system design
issues be resolved before providers could support Medicare
participation in a global payment system.

m The Medicare statute provides beneficiaries with the choice
ofbeingin either traditional fee-for-service Medicare orin
aMedicare Managed Care plan (Medicare Part C). The
Commission’s report states that “the patient’s selection of a
primary care provider will direct insurer payments to the
ACO with which the patient’s primary care physician is
affiliated.” This implies that Medicare beneficiaries will be
required to choose PCPs and therefore “belong” to an ACO.
It would seem that this requirement amounts to a mandated
insurance product for Medicare beneficiaries. How does
current law accommodate such a requirement?

® On the other hand, if Medicare beneficiary ‘choice’ remains
unrestricted and Medicare beneficiaries can opt for care
either within or outside of the ACO to which their PCP
belongs, risk adjusting and setting appropriate per-member
payment levels for Medicare beneficiaries will be very difficult
since the probability of their seeking out-of-network care
will have to be factored in.
“...research has shown that among Medicare beneficiaries,
the average patient saw two primary care physicians and five
specialists, working in a median of four practices, over the
course of a year. Patients with chronic conditions saw a larger
number of physicians and physician practices.”

m In addition, what severity risk adjustment metrics would
be used for Medicare beneficiaries? The same as for all other
patients, or those thatare already in use by the Medicare
program? Reimbursement levels could vary greatly
depending on the risk metrics used, and assuming that the
Medicare waiver is budget neutral, the resulting swings in
reimbursement to different providers could be significant.

m The Medicare payment system incorporates adjustments and
special payments within its structure such as the area wage
index, disproportionate share, medical education payments,
pass-through payments, end stage renal disease payments,
etc. We must determine how to account for and treat these
paymentsin an all-payer global payment system. For exam-
ple, the state’s hospitals received more than $476 million in
indirect and direct medical education payments from the
Medicare program in 2007; unless the new system accounts
for these payments, either by building in appropriate adjust-
ments or developing an acceptable alternative methodology
that makes these hospitals whole, it will be impossible to
sustain provider support for inclusion of Medicare in a global
payment system.



m Similarly, Medicare provides reimbursement for a variety of
services such as rehabilitation, psychiatric care, skilled nursing,
long term care, home health etc. All these payments will have
tobeincorporated into the global payment structure.

MEDICAID PARTICIPATION: The continued existence of, and
growth in, the Medicaid underpayment gap threatens the
sustainability of the first phase of health care reform in the state.
Akey priority in the historic healthcare reform law was to
increase Medicaid payments to hospitals and physicians over
time so that they become more aligned with the cost of care.
While progress was made initially, MHA’s current assessment

is that the underpayment gap for hospitals will be larger in 2010
than before the reform law was enacted, creating a growing
underpayment gap that fails to meet the cost of care provided

to Medicaid patients. This underpayment gap affects not only
hospitals, but the communities they serve, including insurance
beneficiaries, employers, and all those committed to making
healthcare reform a success. The underpayment gap also decreas-
es the likelihood that physicians will participate in all-payer
payment reform efforts. We must agree on how to fill the under-
payment gap before implementation of a global payment system
orany fundamental redesign of the payment system.

B.) ACO Formation Issues

ACO COMPOSITION: In its June 2009 Report to Congress, MedPAC
identifies common design issues for ACOs and states that

“All ACOs would be required to have a panel of primary care
physicians, specialists, and at least one hospital.”

» We agree with MedPAC that not only should every
ACO include at least one hospital but also, hospital(s)
would have to be part of the governance of the ACO to
ensure the maintenance of needed hospital and standby
capacity ina community.
In addition, if there are to be ACOs, they offer an
opportunity to improve integration of inpatient and
outpatient care and promote joint accountability for care
delivery across providers and across time. Hospitalsand
health care systems are well-positioned to provide the
organizational structure that underlies the functioning
ofasuccessful ACO.

ACO SIZE: MedPAC also states that ACOs must “include alarge
number of physicians to reduce volatility” and that “given the
random variation in costs for small providers, we expect ACOs
would need to have more than 50 physicians and more than
5,000 patients.” Clearly, it would be necessary to determine the

ideal size of ACOs with requirements for minimum/maximum
number of members to ensure actuarial soundness, risk spread,
and revenue predictability. The Network for Regional Health
Care Improvement in a paper” describes the ways in which
provider size matters in payment reform efforts:

For the purposes of payment reform, a provider’s size (as measured
by the number of patients the provider cares for) does matter, for
(at least) three reasons:

1. to the extent that the payment to the provider is based, at least
in part, on outcomes, the provider needs to care for a large
enough number of patients (all of whom are paid for under the
new payment system) to enable statistically valid quality
measurement;

2. to the extent that the provider is responsible for using the
payment to cover low probability, but high cost events (e.g, ifa
primary care practice is responsible for covering the costs of
hospitalizations for chronic disease patients under a condition-
specific capitation payment), a provider with a small number of
patients will experience larger swings in cash flow when those
low-probability events occur; and

3. to the extent that the provider needs to increase its fixed costs
to adequately manage patient care or manage its own finances
(e.g., purchasing an electronic health record system, hiring a
nurse care manager, etc.), it may not be able to fully recover
those costs without an adequate number of patients. (The
calculation of this will depend on the exact structure of the
payment system and the cost item inv